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Offices in Principal Cities Worldwide 

15800 Bluemound Road 
Suite 100 
Brookfield, WI  53005 
USA 
Tel +1 262 784 2250 
Fax +1 262 923 3680 
 
milliman.com 
 
Richard H. Hauboldt, FSA, MAAA 
Consulting Actuary 
 
dick.hauboldt@milliman.com 

 
 
 
October 19, 2010 
 
Mr. Steve Poizner 
Insurance Commissioner 
State of California  
Department of Insurance 
300 Capitol Mall, Suite 1700 
Sacramento, CA 95814 
 
 
Re: Northwestern National Insurance Company, NAIC # 23914, 

“MED” Major Medical Policy Rate Increase Filing    
 
Dear Commissioner Poizner: 
 
Enclosed you will find rate increase filing materials for Northwestern National Insurance Company’s 
(Company) “MED” policy requesting a 10.5% increase consistent with expected medical trend for 
comprehensive major medical policies with high deductibles.  Milliman, Inc. has been retained by 
Northwestern National to make this filing for them. 
 
The “MED” policy experience has been significantly worse than expected since 1973, which caused the 
Company to stop selling this plan after February 1975.  While there are only 18 policies in your state, it is 
important to continue filing rate increases not only because the policy is guaranteed renewable and has 
inflationary benefits, but also due to the financial condition of the Company.  Northwestern National is in 
rehabilitation and its surplus was only about $4.5 million at the end of 2009.  Without rate increases on 
the “MED” policy the Company’s financial condition will worsen. 
 
The impact of the Patient Protection and Affordable Care Act as amended by HR 4872 will be addressed 
in a separate filing.  
 
If you have any questions about the rate increase filing, please do not hesitate to contact our office.  
Thank you for your attention to this matter. 
 
Sincerely, 
 
 
 
 
Richard H. Hauboldt, FSA, MAAA 
Consulting Actuary 
 
Enclosures 
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NORTHWESTERN NATIONAL INSURANCE COMPANY 

ACTUARIAL MEMORANDUM 
 

COMPREHENSIVE MEDICAL EXPENSE POLICY, "MED" 
EXPERIENCE CLASS:  ALL STATES 

Policy Forms 27045, 27173, 27183, 27193, 27262, 27233, 27235 
 
 

SCOPE OF MEMORANDUM 
 
The purpose of this rate filing is to demonstrate the need for a rate increase and may not be appropriate for 
other purposes.  This memorandum provides actual experience from inception through March 2010 and 
projected experience through December 2011.  Rate increases would apply only to in force business.  Rate 
increases will be effective on the policy anniversary following the approval or acceptance of this filing.  While the 
experience supports an indicated rate increase of 403% for the future period 1/2011 through 12/2011, California 
has indicated that they will only accept rate increases for trend on this closed block.  A 10.5% rate increase is 
requested based on expected medical trend for medical plans with high deductibles.  Exhibit I provides past and 
projected experience.  Exhibit II provides recent rate history.  Exhibit III shows annualized premium and policy 
distributions by state as of 3/31/10 and the average annual premium before and after the requested rate 
increase. 
 
Any required benefit changes due to the Patient Protection and Affordable Care Act will be addressed in a 
separate filing. 
  
BENEFITS DESCRIPTION 
 
This policy provides Major Medical type benefits including dental, psychiatric care, and private duty nursing.  It 
is guaranteed renewable for life with issue age premiums to age 65 and a reduced level premium thereafter.  
There is a benefit period deductible ranging from $50 to $15,000 per family with most policies now at $5,000 to 
$15,000.  An additional annual out-of-pocket per person expense of $50 applies in all states except New York.  
The deductible accumulation period is one month per each $50 of deductible up to a maximum of 15 months 
(24 months in California).  Benefits are paid for a minimum of 15 months following deductible satisfaction and 
may continue for an additional 45 months.  Benefit maximums range from $10,000 to "unlimited" with $100,000 
and "unlimited" being the most common.  The policy was sold from 1968 through February 1975 with no issue 
age limits.  No policies have been sold since February 1975, other than for spouse and child conversions. 
 
ACTUAL EXPERIENCE 
 
Exhibit I shows nationwide experience.  The experience represents payments made from deductible satisfaction 
to 3/31/10.  Claim reserves were calculated by a paid development method.  Active life reserves are based on a 
gross premium valuation methodology. 
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PROJECTED EXPERIENCE 
 
The following assumptions were used for the projected experience shown in Exhibit I: 
 

Morbidity:  Actual experience 
Interest:  0% 
Total Annual Termination:  7% based on recent experience 
Expenses / Profit:  35%  
Target Loss Ratio:  80% based on the Patient Protection and Affordable Care Act 
Annual Trend:  10.5% based on published surveys adjusted for scheduled benefits and deductible 
leveraging 

 Premiums: projected at the current rate level 
 

Expected trend was based on the following information: 
   

Firm Source 2009 Trend 
Society for Human 
Resource Management 

The Segal Company’s 2010 Health Plan Cost Trend 
Survey  

10.2%-10.8% 

Aon Consulting Health Care Trends Survey Report, Fall 2009  12.0% 
Buck Consulting Health Care Costs Increase at Double Digit Rates 

January 28, 2010 
10.3% 

National Conference of 
State Legislators  

Fall 2009 Survey of state insurance regulators by the 
NAIC  

11-16% 

International Foundation of 
Employee Benefit Plans 

Trends in Public Employee Plans, Survey Results 2010 10%-12% 

Milliman, Inc. 2010 Group Health Insurance Survey  9.0%-11% 
PricewaterhouseCoopers Behind the Numbers, Medical Cost Trends for 2011 9.5% (2010) 
Average  10.3%-11.7% 
 
The trend in the above surveys averages 11% and those trends are generally for low deductible plans rather 
than the high deductibles like the “MED” policy.  The “MED” policy also has some benefits that are based on 
fixed schedules, which we estimate reduces an 11% trend to about 9.5%.  Trends will increase due to 
deductible leveraging by 18% to 47% at deductibles of $2,500 to $15.000 according to the Milliman Health Cost 
Guidelines Reinsurance.  However, the “MED” deductible does not have to be satisfied every year.  We 
estimate after limited deductible leveraging the 9.5% trend results in a 10.5% leveraged trend for the “MED” 
policy.  
 
Premiums were projected at the current rate level. 
 
RATE INCREASE INDICATED AND REQUESTED 
 
The indicated rate increase was calculated in Exhibit I by solving for the necessary earned premium change to 
obtain a loss ratio of 80% for the period January 1, 2011 through December 31, 2011, assuming a rate increase 
effective date of January 1, 2011. 
 
The Company is requesting a 10.5% rate increase based on expected trend only, but recognizes that a rate 
increase can create a burden on personal expenses.  Therefore, as in the past, members will be allowed to 
increase their deductibles, where possible, in order to obtain a lower premium. 
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Both the future and the past loss ratios after the proposed rate increase are expected to exceed 80%.  The 80% 
loss ratio Northwestern National is using is based on the Patient Protection and Affordable Care Act. 
 
 
RATE INCREASE CERTIFICATION 
 
I, Richard H. Hauboldt, am a Consulting Actuary with Milliman, Inc., and am a Member of the American 
Academy of Actuaries and meet its Qualification Standards for Statements of Actuarial Opinion.  I have been 
retained by Northwestern National Insurance Company to prepare this Actuarial Memorandum for a rate 
increase filing.  The purpose of this statement is to demonstrate compliance with state regulation and may not 
be appropriate for other purposes. 
 
In preparing my opinion, I have relied upon the accuracy of the underlying records and summaries prepared 
under the direction of Northwestern National Insurance Company.  I performed no verification as to the 
accuracy of these data. 
 
The anticipated loss ratio for the time period January 1, 2011 through December 31, 2011 and the time period 
1968 through December 31, 2011 is expected to equal or exceed 80% after application of the requested 10.5% 
rate increase.  Loss ratio as used here is defined as incurred claims divided by earned premiums.  Therefore, I 
believe the benefits provided are reasonable in relation to the premium charged as supported by the Actuarial 
Memorandum and attached Exhibits. 
 
Actuarial methods, considerations, and analyses used in forming my opinion conform to the appropriate 
Standards of Practice as promulgated from time-to-time by the Actuarial Standards Board, whose standards 
form the basis of this Statement of Opinion. 
 

Prepared by: 
 
 
 
Richard H. Hauboldt, FSA, MAAA 
Consulting Actuary 
 
October 19, 2010 
 
Milliman, Inc. 
15800 W. Bluemound Rd, Suite 100 
Brookfield, WI 53005  
(262) 784-2250 



Exhibit I

Northwestern National Insurance Company

Actual & Projected Experience - All States

Deductible Satisfied Year Basis - As of March 31, 2010

(Same as Calendar Year Results with Retrospective Claim Reserves)

(1) (2) (3) (4) (5) (6) (7) (8)

(4)/(1) (5)/

Increase in Paid [(2)-(3)] (5)/(2)

Written Earned Additional Paid Incurred Loss Incurred Incurred

Year Premium Premium Policy Res. Claims Claims Ratio Loss Ratio Loss Ratio

1968 - 1977 55,087,542 51,784,761 2,024,941 38,776,913 38,999,424 0.70           0.78 0.75           

1978 5,983,438 6,159,386 543,706 5,837,082 5,837,082 0.98           1.04 0.95           

1979 5,294,960 5,561,425 453,513 7,115,770 7,115,770 1.34           1.39 1.28           

1980 5,588,007 5,387,250 (528,815) 6,230,453 6,434,418 1.11           1.09 1.19           

1981 5,274,151 5,468,833 7,334 5,813,569 5,815,965 1.10           1.06 1.06           

1982 5,406,128 5,066,058 (385,517) 6,043,088 6,043,088 1.12           1.11 1.19           

1983 4,366,871 4,908,681 (212,307) 4,641,302 4,641,302 1.06           0.91 0.95           

1984 4,292,209 4,446,995 (21,900) 4,108,564 4,108,564 0.96           0.92 0.92           

1985 3,802,202 4,014,152 (8,188) 5,128,274 5,128,274 1.35           1.27 1.28           

1986 3,595,462 3,668,814 124,078 6,043,406 6,043,406 1.68           1.70 1.65           

1987 3,380,278 3,425,185 (28,891) 4,152,666 4,152,666 1.23           1.20 1.21           

1988 3,104,674 3,306,017 11,759,503 3,803,924 3,803,924 1.23           (0.45) 1.15           

1989 2,867,617 2,977,934 (35,285) 4,407,918 4,456,474 1.54           1.48 1.50           

1990 2,598,563 2,714,596 0 3,616,219 3,617,497 1.39           1.33 1.33           

1991 2,609,899 2,604,441 (1,992,172) 5,711,758 5,711,758 2.19           1.24 2.19           

1992 2,449,671 2,508,694 (1,800,000) 3,407,621 3,407,621 1.39           0.79 1.36           

1993 2,136,094 2,258,322 (1,387,995) 2,836,336 2,836,336 1.33           0.78 1.26           

1994 2,155,951 2,192,463 (1,335,828) 2,274,778 2,274,778 1.06           0.64 1.04           

1995 1,799,459 1,875,797 (677,637) 2,496,082 2,496,082 1.39           0.98 1.33           

1996 1,620,285 1,743,418 (861,240) 2,542,486 2,542,486 1.57           0.98 1.46           

1997 1,332,557 1,409,061 (1,387,700) 2,137,968 2,137,968 1.60           0.76 1.52           

1998 929,952 1,044,004 (1,363,659) 1,099,849 1,099,849 1.18           0.46 1.05           

1999 844,154 973,663 (800,539) 986,066 986,066 1.17           0.56 1.01           

2000 881,513 909,201 (667,866) 3,640,737 3,682,275 4.13           2.33 4.05           

2001 766,145 766,849 (350,473) 3,343,851 3,343,851 4.36           2.99 4.36           

2002 782,253 770,969 0 1,732,530 1,732,530 2.21           2.25 2.25           

2003 836,887 848,711 835,481 1,607,505 1,607,505 1.92           121.50 1.89           

2004 823,800 842,697 987,338 1,588,576 1,590,227 1.93           (10.99) 1.89           

2005 813,293 806,073 676,141 1,416,311 1,544,358 1.74           11.89 1.92           

2006 797,570 814,691 463,265 2,196,557 2,908,281 2.75           8.28 3.57           

2007 758,695 742,007 (510,588) 838,235 1,573,580 1.10           1.26 2.12           

2008 771,113 771,217 (292,331) 386,163 1,183,179 0.50           1.11 1.53           

2009 682,257 741,120 347,401 220,754 1,777,297 0.32           4.51 2.40           

1-3/2010 150,270 161,010 0 5,862 419,431 0.04           2.60 2.60           

$134,583,920 $133,674,494 $3,573,770 $146,189,173 $151,053,312 1.09 1.16 1.13           

Projection to Assumed Rate Increase Effective Date

4/2010 through 12/2010 596,276 0 1,379,497 2.31 2.31           

Past Experience up to Assumed Effective Date of Rate Increase

1968-12/2010 $134,270,770 $3,573,770 $152,432,810 1.17 1.14           

Projection After Assumed Effective Date of Rate Increase with no Rate Increase

1/2011-12/2011 746,192 0 1,883,779 2.52 2.52           

Projection After Assumed Effective  Date of Rate Increase with 403% Indicated Rate Increase

1/2011-12/2011 2,355,537 0 1,883,779 0.80 0.80           

Projection After Assumed Effective Date of Rate Increase with 10.5% Requested Rate Increase

1/2011-12/2011 788,161 0 1,883,779 2.39 2.39           

10/19/2010
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  Exhibit II
Northwestern National Insurance Company

Recent MED Policy Rate Increases for States with Inforce Policies

Rate Rate Rate Rate Rate
STATE Effective Date Increase Effective Date Increase Effective Date Increase Effective Date Increase Effective Date Increase

ALASKA 6/1/03 25% Not Filed Not Filed Not Filed Not Filed
CALIFORNIA 3/23/03 25% 6/1/05 25% 7/1/07 15% 2/14/09 5% 2/14/10 12%
CONNECTICUT Not Effective Not Effective Not Effective Not Effective Not Effective
D.C Not Effective Not Effective Not Effective Not Effective pending 15%
FLORIDA 8/28/03 15% Not Effective 7/25/07 14% 1/4/09 12% 2/8/10 12%
GEORGIA 3/28/03 25% 10/1/05 25% 11/16/07 25% 11/16/09 25% Not Filed
ILLINOIS Not Effective Not Filed Not Filed Not Filed Not Filed
KANSAS 5/1/03 25% 5/1/06 15% 5/1/08 25% Not Effective 5/1/2010 12%
KENTUCKY Not Filed Not Filed Not Filed Not Filed Not Filed
MAINE Not Filed Not Filed Not Filed Not Filed Not Filed
MASSACHUSETTS Not Filed Not Filed Not Filed Not Filed Not Filed
MICHIGAN Not Effective Not Effective Not Effective Not Effective 1/28/2011 20%
MISSOURI 6/2/03 25% 6/25/05 25% 6/25/07 25% 8/19/08 25% Not Filed
MONTANA Not Effective 10/7/05 25% 10/7/07 25% 10/7/09 25% 3/3/10 20%
NEW HAMPSHIRE 1/1/04 25% 1/1/06 25% 1/1/07 25% 1/1/09 25% 1/1/10 20%
NEW JERSEY Not Effective 6/13/06 25% Not Effective 6/13/09 12% 6/13/10 12%
NEW YORK Not Filed Not Effective 11/13/08 various Not Effective pending 20%
NORTH CAROLINA 1/1/04 25% 5/2/05 25% 5/2/08 25% 1/20/09 25% 1/20/10 20%
OHIO 6/4/03 25% 6/4/05 25% Not Effective Not Effective Not Effective
OREGON Not Effective Not Filed Not Filed Not Filed Not Filed
PENNSYLVANIA 8/16/03 25% 5/1/05 25% 6/10/07 25% 2/15/09 25% Not Effective
TEXAS 8/3/03 25% 08/03/05 25% 8/3/07 25% 11/22/08 25% 8/3/10 20%
VERMONT Not Filed Not Filed Not Filed Not Filed Not Filed
WEST VIRGINIA Not Filed Not Filed Not Filed Not Filed Not Filed
VIRGINIA Not Filed 9/12/05 25% 9/12/07 25% Not Filed Not Filed
WISCONSIN 4/3/03 25% Not Effective 4/3/08 25% 4/3/09 25% 4/3/10 20%

H:\NIC (Northwestern National Ins Co)\NIC 16 Rate Increases\2010 Rate Increases\Work Papers\Exhibit II Mar10.xlsxExhibit II Mar10.xlsxRecent Rate Summary
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Exhibit III 
Northwestern National Insurance Company

Summary of Premium and Inforce - MED Policy
Average Premium

3/31/2010 Current Per Policy
Annual Inforce Average Premium After 10.5%

State Premium Policies Per Policy Rate Increase
Alaska -$                        -                   -$                           -$                     
Alabama -                          -                   -                             -                       
Arizona -                          -                   -                             -                       
Arkansas -                          -                   -                             -                       
California 248,015                  18                    13,779                       15,225                 
Colorado -                          -                   -                             -                       
Connecticut 2,126                      5                      425                            470                      
Delaware -                          -                   -                             -                       
District of Columbia 3,443                      1                      3,443                         3,804                   
Florida 47,206                    24                    1,967                         2,173                   
Georgia 34,185                    1                      34,185                       37,774                 
Hawaii -                          -                   -                             -                       
Idaho -                          -                   -                             -                       
Illinois 2,101                      2                      1,051                         1,161                   
Indiana -                          -                   -                             -                       
Iowa -                          -                   -                             -                       
Kansas 482                         1                      482                            533                      
Kentucky 683                         1                      683                            755                      
Louisiana -                          -                   -                             -                       
Maryland -                          -                   -                             -                       
Massachusetts 719                         6                      120                            132                      
Maine 549                         1                      549                            607                      
Michigan 1,720                      1                      1,720                         1,900                   
Minnesota -                          -                   -                             -                       
Mississippi -                          -                   -                             -                       
Missouri 9,166                      1                      9,166                         10,128                 
Montana 10,901                    2                      5,450                         6,023                   
Nebraska -                          -                   -                             -                       
North Carolina 6,692                      1                      6,692                         7,395                   
New Hampshire 8,320                      1                      8,320                         9,194                   
New Jersey 8,064                      4                      2,016                         2,228                   
Nevada -                          -                   -                             -                       
New York 153,003                  66                    2,318                         2,562                   
New Mexico -                          -                   -                             -                       
North Dakota -                          -                   -                             -                       
Ohio 16,106                    2                      8,053                         8,899                   
Oklahoma -                          -                   -                             -                       
Oregon 4,310                      2                      2,155                         2,381                   
Pennsylvania 37,550                    10                    3,755                         4,149                   
Rhode Island -                          -                   -                             -                       
South Carolina -                          -                   -                             -                       
South Dakota -                          -                   -                             -                       
Tennesee -                          -                   -                             -                       
Texas 27,420                    3                      9,140                         10,100                 
Utah -                          -                   -                             -                       
Vermont 787                         2                      394                            435                      
Virginia 1,722                      1                      1,722                         1,903                   
Washington -                          -                   -                             -                       
West Virginia 85                           1                      85                              93                        
Wisconsin 65,475                    1                      65,475                       72,350                 
Wyoming -                          -                   -                             -                       
Foreign 4,271                      2                      2,136                         2,360                   

695,102$                160 4,344$                       4,801$                 
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